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Key Points

O Despite some warning signs, the economy is expected
to grow into 2007.
B Productivity gains in combination with global
competition and declining demand limit
manufacturing employment growth.

0O Michigan remains highly dependent on manufacturing.
®  Competitiveness remains a challenge.

O Future Issues
®  Forecasting is hard, especially if it is the future.
™ Moving from manufacturing is not easy

Gross Domestic Product
The expansion is three years old and is still going strong in
terms of output.

Productivity and normal employment
Seasonatly Adjusted Annual Rate growth will aliow a 3.3% increase in GDP
8.0 with inflation.
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There is clearly a turnaround in national employment

growth; however...
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by 211,000 in March. The

nation’s unemployment rate fell to 4.7 percent.

Source: BLS.

...manufacturing employment conditions are

much softer.
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l 5,000 manufacturing jobs were lost in March.

Source: BLS.

Production Index and U.S. Manufacturing
Employment ~ Manufacturing is doing great!
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Jobs, what new jobs?

[0 DaimlerChrysler AG’s Chrysler Group
announced that it plans to increase its
annual production capacity by 43 percent
without any new plants or new workers.

0O As reported in Business Review West
Michigan, the last time Herman Miller was
at its current quarterly sales volume, it had
3,000 more employees on the payroll.

The Changing Manufacturing Environment

01 Outstanding productivity gains have limited
employment growth in manufacturing.

O Michigan is losing its dominance as the production
center for the auto industry. The Big Three's share of
the North American market has dropped to 57 percent.

3 The world's high-growth regions are outside the U.S.
Often it makes more sense to produce the goods where
they are being sold.

O Clearly, other nations can assemble goods more
cheaply. In China, the cost of factory labor is $0.57/hr.
including benefits.

What has changed in the global
marketplace?

0O Developing countries have always held a
wage advantage for unskilled work, BUT

O now they also have expanding skilled labor
and professional workforces.




However, developing countries are not
supposed to have skilled workers.

Source: UBS

And, our advantage has always been our
skilled workers.

Turning to Michigan




Compared to the U.S., employment conditions
in Michigan have not recovered.

Index of Total Employment
(100 = 2000 avg.)

108 i From Jan. 2000 to Jan. 2006,
Michigan has lost 288,000 jobs.
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Michigan’s manufacturing losses have
followed and exceeded national trends.

Manufacturing Employment Index
{100 = 2000 avg.)
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Non-manufacturing employment is fueling
growth nationally—but not in Michigan.

Index of N f ing Empl
(100 = 2000 avg.)
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Michigan’s concentration of manufacturing
has remained relatively constant despite
recent losses.

The state’s woes can be partially blamed on a
stagnant auto and light truck market;
however, it is more about share.

U of M forecasts sales of cars and iight trucks to reach
17.0 million units in 2006 and 17.1 million in 2007.

Big Three’s share has dropped from 64.5%
to 57.4% in less than five years

Percent Share of Lt. Vehicle Sales

70
!

60 r* 1
. I -
40
30 -
e TR i i
o I HHIT R illi

2001 2002 2003 2004 2005 2006 YTD

LD GM O Ford O Chrysler U Toyota [IBig Three DJapanesei

Source: Ward's Automotive Reports.,




The Michigan economy is expected to
remain flat in 2006 and 2007.

0O The big question facing the state is what
will be its economic drivers for the
coming decade. Could be:
¥ Advanced manufacturing
m Alternative fuels
® Bio-tech
® 101 other things

Economic growth depends upon:

[ The success of the state’s base industries
(those seiling goods and services to customers
outside the state).

O And the success of the state’s base industries
depend upon:
" The strength of national and international markets,
and
N competitiveness.

Michigan Real Output Performance 1995-2000
Percent Change
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Michigan Real Output Performance 2000-2005
Percent Change

National Patformance Relative to U.S. Average
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A decline in market demand and a loss of competitiveness.
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Switching engines is never easy.

O Michigan’s economic structure has
been built on producing goods,
especially autos.

O The transition from a goods-
producing economy to a combined
goods- and service-producing
economy will be difficult.

The Auto Industry Swings a Big Bat

Economic Impact of 100 New Jobs

Motor  Professional
Vehicles _and Yechnical Hospitals
Direct impact - New Jobs 100 100 100
Manulacturing 58 4 4
Retail and Wholesals Trade 23 20 15
Services Employment 142 55 40
Profess, Tech Services Empioyment 30 [ B
Health Care, Social Asst Emp Employment 13 5 4
Tolal employment “7 203 181
Multipier 45 20 18
Changa in Personal income ($000) 18.680 8.484 6.287

Source. W E. Upjohn Institute




Challenges in Moving to a Knowledge-
based Economy

L1 Small impact ~ Need to create more jobs
than are being lost in manufacturing.

[0 What about the 45-year-old working mom?
Displaced manufacturing workers seldom
recover, but their best chance is to stay in
manufacturing.

O Many of the state’s economic development
tools are still focused on manufacturing.
What is the value of a PA198 tax abatement
to a software developer?

Challenges in Moving to a Knowledge-
based Economy (cont’d)

0 Base services “hatch” differently than
manufacturers. They are more difficult to
identify.

O Switching from attracting physical capital to
human capital is not easy. Increase demand
for education and public services

What does this mean for the state’s
future?

[0 University of Michigan’s forecast for flat
employment conditions in 2006 and sluggish
growth in 2007 seems about right.

0O Global pressures wili only add to the push to
become more productive. Today, the nation's
manufacturers are producing record volumes
of output with a workforce that is smaller than
in the 1950s.

[0 The state’s tax structure will not allow
government revenues to grow with the
changing economy.




What does this mean for the state’s
future?

O Manufacturing will remain the foundation of
the state’s economy, but growth will occur
elsewhere.

O Picking winners is highly tempting but seldom
successful. Growth will come from many
diffeﬁent sectors and some will likely surprise
us all.

0O To attractive knowledge-based workers,
education, vibrant cities, and quality public
services will become increasingly important.

What about taxes?

[0 Overall, taxes in Michigan are below the
national average.

[0 There is strong evidence that the state
is facing a structural deficit given its tax
structure,

O Most economists would agree: tax goals
should be:
® Broaden the base and lower the rate.

B Similar investments and incomes should be
taxed at similar rates.
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